





























FEB 207 1942 
- iD 


941 SERIES B 


this 
i 


1ced R 





tial, 





por- 
ally 


of 
‘ion 
sary The Federal Government is now in the twelfth 
and consecutive year of deficit financing. The cumulative 
deficit through June 30, 1941 amounted to more than 
$32 billion. The comparable figure as of June 30, 
1942 will exceed $40 billion. 
Federal expenditures for the fiscal year 1941 
amounted to $12.6 billion, by far the largest total 
for any year since 1919. Defense expenditures for 


OR more than a decade the role of the Federal Gov- 

ernment in the economy has tended to expand. The 

present defense effort merely accentuates a previously 
existing trend. Although there is no way of forecasting 
the number and variety of controls that will be imposed 
in the interest of furthering the defense effort, it now 
appears certain that the Federal Government will ;play a 
dominant role in the economy for a longer time than in 
the period from 1917 to 1919. 


In this article the past decade in federal finance is re- 
viewed. The fiscal program for the year ending June 30, 
1942 will also be briefly considered. 


Major FIscAL TRENDS 


Federal expenditures showed a persistent upward trend 
from 1933 to 1936, as may be seen in Table i. In 1936 
the payment of the soldiers’ bonus catapulted expenditures 
to more than $8.6 billion, a level that was not again reached 
until 1939. The total for 1940 was $8.9 billion, while for 
the year ended June 30, 1941 federal expenditures amounted 
to $12.6 billion. 


It is significant that in the fiscal year 1941, the first 
complete year of the defense effort, federal expenditures 
were approximately the same as those for the fiscal year 
1918, Ordinary expenditures reported for 1918 amounted 
to $12.7 billion. In 1919 federal expenditures reached an 
all-time peak of $18.5 billion. This total included a sub- 
stantial amount of loans to other Allied Governments. 
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ple, NEW LEVELS IN FEDERAL FINANCE 


1941 were slightly over $6 billion and about 48% 
of the total for all purposes. Net receipts for 1941 
were $7.5 billion, the largest total in the history of 
the Federal Government. 

The gross federal debt is now more than $50 billion 
and may amount to almost $60 billion by June, 1942. 
A maximum federal debt of $90 billion to $100 
billion by 1945 or 1946 has been forecast. 


Net federal receipts for the fiscal year 1941 reached an 
all-time peak of $7.5 billion. The largest previous total 
reported was $6.7 billion for 1920. Receipts for 1941 
were roughly four times as large as those for 1932, the 
first year of the decade covered in Table 1. In 1932 re- 
ceipts were lower than those for any other year after 1917. 

The decade ended in, 2942'15 coerectly characterized as a 
period of deficit financirig, The cumtilative deficit for the 
ten years amounted fo $31/8 billion. Im\only two years 
was the annual deficifJess than~$ZJyitliof. As the fiscal 
year 1931 also showed, small deficft.vf $462 million, 
SAE oivis? 

TABLE 1: RECEIPTS, EXPENDITURES, AND DEFICIT OF 
"EDERAL GOVERNMENT FOR FIsCAL YEARS 1932-1941 


~~ 


Source: United States Treasury Department 
Amounts in Millions of Dollars 








Year Expenditures! Receipts? Deficit 

1932 4,434 1,905 2,529 
1933 3,793 2,009 1,784 
1934 5,947 3,052 2,895 
1935 6,933 3,724 3,209 
1936 8,611 4,062 4,549 
1937 8,121 4,973 3,148 
1938 7,139 5,755 1,384 
1939 8,639 5,097 3,542 
1940 8,907 5,296 3,611 
1941 12,621 7,518 5,103 
Total 75,145 43,391 31,754 


1Exclusive of debt retirements and tax refunds. 
2Exclusive of tax refunds. 
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the cumulative deficit from the beginning of deficit financ- 
ing through June 30, 1941 may be placed at more than 
$32 billion. 


Principal Classes of Expenditures 

Expenditures by principal classes are shown in Table 2. 
Expenditures for all years exclude the transfer for old- 
age purposes. The data have been revised to conform with 
the change in procedure effective July 1, 1940. 

National defense expenditures for the fiscal year 1941 
amounted to $6,048 million or 47.9% of the total. In no 
other year of the decade did national defense account for 
as much as one fifth of federal expenditures. In 1934 the 
total for this purpose was only $540 million, or 9.1% 
of the total. 

Expenditures classed as general reached a peak of $7,202 
million in 1939. The total for 1941 was a little less than 
$6.5 billion. The downward trend since 1939 should not 
be overemphasized, as the high level for the fiscal year 
1939 resulted from the extensive spending program adopted 
to offset the sharp business recession of 1937-1938. Gen- 
eral expenditures for 1941 were larger than those for all 
but two of the other nine years covered by Table 2. 

Transfers to trust accounts include the transfer to the 
railroad retirement account and the Federal Government's 
contribution to the civil service and other retirement funds. 


The unusually large amounts shown for 1936 and 1937 
resulted from enactment of the soldiers’ bonus legislation, 


Sources of Revenues 


Major changes in federal revenue sources are shown in 
Table 3. In 1932 the productivity of the revenue system 
reached a low point. The Revenue Act of that year pro- 
vided for a number of manufacturers excises, but in the 
first year the increased revenues did little more than offset 
the decline in income taxes. Repeal of the Eighteenth 
Amendment and the enactment of processing taxes resulted 
in a substantial increase in revenues in 1934. Higher rates 
for income taxes were also a factor. 

The sharp upward trend in receipts continued until 
1938. For the latter year net receipts were $5,755 million, 
a figure three times that for 1932. The drop in receipts in 
1939 resulted largely from the decline in income tax re- 
ceipts following the recession of 1937-1938. For the fiscal 
year 1941 net receipts were almost 50% larger than those 
for 1939. Income tax receipts were larger than for any 
other year except 1920 and miscellaneous internal revenue 
receipts were at a new all-time peak. 


Public Debt 

The gross federal debt amounted to $49 billion or $369 
per capita on June 30, 1941. The amount of debt in- 
creased by 191% during the 10-year period ended in 1941, 
while the increase in per capita debt was 172%. 


TABLE 2: EXPENDITURES! OF THE FEDERAL GOVERNMENT FOR THE FISCAL YEARS 1932-1941 


Source: United States Treasury Department 
Amounts in Millions of Dollars 




























































































| 1932 | 1933 | 1934 1935 | 1936 | 1937 1938 1939 1940 1941 
General | 
Departmental 600 458 369 541 670 627 716 804 811 
Interest on the public debt | 599 689 | 757 749 | 866 926 941 1,041 1,111 
All other general? 2,251 1,800 | 3,714 1,584 | 4,844 4,218 5,546 5,242 4,553 
Subtotal 3,450 2,947 | 4,840 | | 5,875 6,380 5,771 | 7,202 7,087 6,475 
National defense . 702 651 | 540 | 911 935 1,028 | 1,162 1,559 6,048 
Revolving funds .......... 62 | 74 496 | 11 204 121 | 92 54 1364 
Transfers to trust accounts............. 221 | 121 71 | 1,814 603 220 | 182 208 235 
ie ; 
Total 4,434 | 3,793 | 5,947 | 6933 | 8,611 | 8121 | 7,139 | 8,639 | 8907 | 12,621 
Percentage Distribution 

General | | | | | | 
Departmental : 13.5 21 | 6.2 an) 26T 2s) oe 8.3 9.0 6.4 
Interest on the public debt 13.5 18.2 12.7 a) (eT 10.7 | 130 | 10.9 11.7 8.8 
All other general? v 50.8 | 475. |. G25 4.8 | $3.2 59.6 |; 59.1 | 64.2 58.9 36.1 
Subtotal .............. 77.8 | 177.7 81.4 68.2 | 78.6 | 80.8 83.4 79.6 51.3 
Natiomal defemse  o....cc.cccccoossccssssne 15.8 I72 9.1 10.6 11.5 | 14.4 ms | ws 47.9 
Revolving funds 1.4 2.0 8.3 ‘ 2.5 1.7 1.1 6 1.14 
Transfers to trust accounts 5.0 a 72 ai3 7.4 | 3.1 2.1 | 2.3 1.9 
Total | 100.0 | 100.0 | 100.0 100.0 | 100.0 100.0 | 100.0 100.0 | 100.0 100.0 





1Exclusive of debt retirements. 
2Exclusive of tax refunds. 
aExcess of credits, deduct. 
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TABLE 3: RECEIPTS OF THE FEDERAL GOVERNMENT FOR THE FISCAL YEARS 1932-1941 
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Source: United States Treasury Department 
Amounts in Millions of Dollars 
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| 1932 1933 | 1934 | 1935 1936 | 1937 | 1938 1939 1940 1941 
INCOME 20 ree fae Sean Scala 1,057 746 818 | 1,099 | 1,427 | 2,163 | 2,64" | 2,189 | 2,125 | 3,470 
Miscellaneous Internal Revenue ..... 504 858 1,470 1,657 2,010 2,181 2,2 7 2,232 2,345 2'967 
Social Secuesty Cemee: <n.ccccsseewsssccrossstenressomn ey! et Gi haieks eke Ey Tea 252 604 631 712 788 
Taxes upon carriers and their employees | nec, | cesssrsene | sneeserese | enerunen a a 150 109 121 137 
Processing tax on farm products ............. ES eee 353 521 77 a a meets? cinta aie 
Cin eR coca ee aa 328 251 313 343 387 486 359 319 349 392 
Miscellam€Ous LOCO PES .nnnccseesscsocessnssecerssessssessnsere 117 225 162 179 216 210 208 188 2736 5155 
Total receipts ccc 2,006 | 2,080 3,116 3,800 | 4,116 | 5,294 | 6242 | 5,668 | 5,925 | 8,269 
Deduct: 
Net appropriation to Federal old-age 
and survivors insurance trust fund ie ee P oes 265 387 503 538 661 
Refund of taxes and duties ............. 101 | 70 76 54 56 100 68 91 90 
Total net receipts 1,905 | 2,009 | 3,052 | 3,724 | 4,062 | 4,973 | 5,755.| 5,097 | 5,296 | 7,518 
a. Less than $ 1 million. 
bd. Includes railroad unemployment insurance ons. 


The steady growth of the debt may ..¢ observed in Table 
{. The annual increments do not correspond with the 
deficits shown in Table 1. Net borrowings are not co- 
ordinated with the deficits for particular fiscal years and 
there may be substantial variations from year to year in 
the Treasury balance. 


THE IMMEDIATE FUTURE 


Large as the expenditures and receipts totals for 1941 
may seem, they are correctly viewed as representing only 
a step toward the maxima that may be expected when the 
defense program reaches its peak. For the fiscal year 1942 
expenditures are estimated at $22.1 billion on the basis 
used in Tables 1 and 2, while net receipts before taking 
into account the effect of the pending Revenue Act are 
placed at $9.3 billion. If $1.9 billion of additional rev- 
enues for 1942 are derived from this Act, as is anticipated, 
net receipts will amount to more than $11 billion. 

Unless events should make the furtherance of the de- 
fense program seem less urgent, it seems certain that the 
total of a little more than $22 billion for expenditures 
will be exceeded in the fiscal year 1943. Defense funds 
authorized through July 15 have been placed at $47 billion, 
while at the same time pending requests for funds were 
placed at more than $8 billion and planned requests at 
$7 billion. As compared with these figures which aggregate 
$62 billion, only a little more than $6 billion was ex- 
pended for defense purposes in the fiscal year 1941. With 
so large a margin of unexpended funds available or author- 
ized, an upward trend in defense expenditures is the only 
logical expectation. 

Continuance of the upward trend in receipts beyond the 
fiscal year 1942 is even more certain than in the case of 
expenditures. The effects of the changes made by the pend- 
ing revenue measure will not be fully reflected in receipts 


until the fiscal year 1943. Moreover, an additional revenue 
revision is planned for the near future and may be ap- 
proved prior to the end of the current fiscal year. Under 
the circumstances, it would require an extremely sharp de- 
cline in national income to reverse. the trend in receipts 
until after the fiscal year 1943. 


There is, of course, no way of forecasting receipts ex- 
cept on the basis of certain assumptions as to the levels of 
income and profits. In the absence of evidence to the con- 
trary it seems safe to predict that receipts for 1943 will 
exceed those for 1942. As in the case of expenditures, how- 
ever, the uncertainties are so numerous as to make any pre- 
diction of the actual level of receipts extremely hazardous. 

On the basis of the estimates made public on June 1 
and taking into account the revenues that will be produced 
by the measure now pending in the Congress, the gross 
federal debt on June 30, 1942 will amount to almost 
$60 billion. Here again the trend is definitely upward and 


TABLE 4: Gross FEDERAL DeBT, JUNE 30, 1931-1941 


Source: United States Treasury Department 














Gross Debt — oe 

Amount in , ee 

Mikes | ‘nteles | Sac | “bar 
1931 16,801 135.37 100.0 100.0 
1932 19,487 155.93 116.0 115.2 
1933 22,539 179.21 134.2 132.4 
1934 27,053 213.64 161.0 157.8 
1935 28,701 225.07 170.8 166.3 
1936 33,545 261.20 199.7 193.0 
1937 36,427 281.82 216.8 208.2 
1938 37,167 285.43 221.2 210.9 
1939 40,445 308.34 240.7 227.8 
1940 42,971 326.43 255.8 241.1 
1941 48.961 368.74 291.4 272.4 
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no accurate forecast for future years is possible. A maximum fense financing has not yet been felt in the federal accounts. 

federal debt of $90 billion to $100 billion by 1945 or Future developments will doubtless indicate that the fiscal 

1946 has been suggested by one official. year 1941 was little more than an interim period in tran- 
This brief analysis suggests that the full impact of de- sition from a peacetime basis to a defense economy. 
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